PHI LI PPI NES ECONOM C WRAP- UP
JUNE 24-30, 2000

The Bangko Sentral ng Pilipinas adjusts its overnight
borrowing rates again in an effort to sour lending to the
private sector. April manufacturing nunbers suggest
"cautious optimsm" The failed PNB privatization
continues to confound the governnent and PNB owners. The
first fraud case has been fil ed agai nst executives
involved in the failure of Urban Bank, with prom ses of
nore to follow. We also report on Philippines trade
statistics for April and a unique power plant opening.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our May Econom c Qutl ook, which can also be found on
our web site.
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Specul ative plays against the peso in anticipation of a
U S. Federal Reserve interest rate hike (and even
followng the | ack of such action) dragged the peso down
this week to bel ow P43/ US$. Concerns about inflation and
further domestic oil price hikes contributed further to
the decline. Froma June 23 close of P42.845/US$, the
peso weakened each trading day this week to end at

P43. 230/ USS.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)

MAY 22 41. 801 41. 915 157.7
23 42. 158 42. 370 161.5
24 42.749 42. 740 119.3
25 43. 159 43. 400 206. 7
26 42.976 42.720 170.7
MAY 29 42. 649 42.710 163.7
30 42. 829 42. 750 92.4
31 42. 649 42. 620 146. 5
JUN 01 42. 633 42.580 104.5
02 42. 465 42. 465 113.1
JUN 05 42.421 42. 320 147. 7
06 42.233 42. 380 199.2
07 42. 417 42. 360 131.3
08 42. 475 42. 480 101.0
09 42.521 42. 465 99.7
JUN 12 Mar ket s Cl osed

13 42. 400 42. 425 105.0
14 42. 415 42. 420 116.5
15 42. 465 42.535 63. 5
16 42. 611 42.595 102.0
JUN 19 42. 649 42. 655 93.5
20 42.672 42. 675 142. 6
21 42. 693 42. 830 86.0
22 42.907 42.870 128.0
23 42.879 42. 845 76.0



JUN 26 42. 890 42. 910 73.0

27 42. 963 43. 020 63.0
28 43. 115 43. 130 97.1
29 43. 154 43. 170 114.6
30 43. 253 43. 230 108. 6

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

Interest rates continued to drop in this week’s Treasury
auctions and the Bureau of Treasury made full awards.
Yields on the 91-day T-bills fell 1.5 basis points to
8.896% Yields on the 182-day T-bills declined 19.6 basis
points to 9.849% and yields on the 364-day T-bills
declined a full 23.9 basis points to 10.685% The June
27 auction of two-year Treasury bonds saw rates decline
12.5 basis points (froma nonth earlier) to 11.875% A
total of P3.88 billion in bids were submtted and al

P3.0 billion of the bonds were sol d.

To encourage cash-rich banks to | end, the Bangko Sentral
ng Pilipinas (BSP, the central bank) on Mnday, June 26,
announced a new three-tier interest rate schene for
overni ght deposits with the central bank. The BSP s new
borrowing rate for placenents of up to P5 billion renains
10% For the next P5 billion a bank deposits at the BSP,
the funds earn only 8.5% Any additional deposits (that
is, over P10 billion) only earn PT% BSP Gover nor
Raphael Buenaventura said the new scheme will hopefully
encourage lending to the private sector. Overnight

I ending rates remain at 12.25%

Auction Date 91 days 182 days 364 days

MAY 22 8. 975 10. 375 11. 423
MAY 29 8. 968 (no sales) 11.396



JUN 05 8. 908 10. 282 11. 211

JUN 13 8. 909 10. 137 10. 944
JUN 19 8.911 10. 045 10. 924
JUN 26 8. 896 9. 849 10. 685

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmerci al Banks

Dat e of Survey Aver age Range

MAY 25 11. 1516 10.00 - 13.750
JUN 01 11. 1416 10. 25 - 13.625
JUN 08 11.1228 10. 00 — 13.625
JUN 14 11. 1229 10. 00 - 13.625
JUN 22 11. 1379 10. 00 — 13.625
JUN 28 11. 1806 9.50 - 13.625

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

Trading activity on the Philippine Stock Exchange was
nori bund this week, never rising above Pl billion on any
day. The market traded in a 19 point band as traders

| ook for direction in earnings. The 33-share Phili ppine
stock index ended the week at 1533.99; the June 23 cl ose
was 1542. 97.

Phi | i ppi ne Stock Exchange I ndex (PHI SIX) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
MAY 22 1412. 09 935
23 1404. 67 1143
24 1418. 79 1266
25 1426. 62 1267
26 1427. 26 2540

MAY 29 1482. 77 1107



30 1470. 07 746

31 1478. 76 623
JUN 01 1470. 53 902
02 1512. 75 1135
JUN 05 1552. 65 1136
06 1562. 38 1222
07 1522. 33 796
08 1537. 13 598
09 1521. 93 977
JUN 12 Mar ket s C osed

13 1522. 15 950
14 1524. 21 1468
15 1565. 69 1200
16 1569. 95 1225
JUN 19 1560. 67 1001
20 1560. 40 1121
21 1555. 62 816
22 1545. 90 1156
23 1542. 97 966
JUN 26 1532. 24 628
27 1529. 37 925
28 1531. 01 873
29 1532. 74 767
30 1533. 99 938

Source: Philippine Stock Exchange

APRI L 2000 MANUFACTURI NG OUTPUT

The National Statistics Ofice’s (NSO |atest Mnthly

I ntegrated Survey of Selected Industries (MSSI) showed
April 2000 overall manufacturing output up 10.8% fromthe
previous year. Sales volunme expanded year-on-year for
the eighth consecutive nonth. Mnufacturing out put,
however, took a breather from four successive nonths of
positive year-on-year growth and contracted 4% NSO

of ficials observed that the production trend since m d-
1999 appeared to be noving in a pattern of three nonths
grow h and one-nonth decline. The cycle suggests a
cautious optimsm wth manufacturing establishnents



apparently still wary about aggressively building-up
i nventories.

Year - on- Year Change (%

Producti on Vol une Net Sal es Vol une
January 1999 -12. 4 -19.0
February -8.4 -13.8
Mar ch -1.6 -4.9
Apri | 3.5 r/ 1.4
May 3.7 r/ -4.4
June -1.2r/ -3.0
July -1.7 r/ -5.8
August 15.2 r/ -4.8
Sept enber 5.4 r/ 11.9
Cct ober 10.6 r/ 13.5
Novenber -4.9 r/ 8.9
Decenber 20.4 r/ 12.1
January 2000 12.6 r/ 20.0
February 6.6 r/ 6.3
Mar ch 3.2 r/ 8.2
Apri | -4.0 p/ 10. 8 p/

r/ revised to reflect |ate survey responses
p/ prelimnary (based on 65.9% response rate)

Sour ce: Nati onal Statistics Ofice

PNB PRI VATI ZATI ON I N LI MBO

Led by controlling ower Lucio Tan, the board of

Phi |i ppi ne National Bank (PNB) decided recently to reduce
t he bank’s par value from P100 to P60 per share in
preparation for a planned capital call later this year.
The P60 per share par value reportedly reflects the
results of the latest audit on PNB conducted by auditing
and consultancy firm Sycip, Gorres and Vel ayo (SGV)

Thi s devel opnent threw into |inbo the governnent’s
decision last week to rebid its mnority 30% stake in PNB
by July. Although it had yet to set a floor price, the



governnment had hoped to sell its shares at no | ower than
the original par value. Analysts also now estimate that

t he reduced par value could dilute the governnent’s

hol dings to 10% (fromthe previous 15% esti mate) when PNB
i npl enments its planned stock rights offering — making

t he governnent’s shares even | ess attractive to
prospective buyers.

According to officials involved in PNB' s privatization,

t he Hong Kong- based Tenpl eton G oup (which owns 12. 9% of
PNB) has proposed an “alliance” with the governnent and
other mnority shareholders to block the board’ s proposed
par val ue reduction when presented for stockhol ders’
approval. The governnent is seriously mulling this
option in order to preserve the value of its shares.
However, Finance Secretary Jose Pardo announced in
various fora that the governnment would not stand in the
way of PNB' s planned stock rights offering because the
bank badly needs fresh capital to return to a nore solid
financial footing. Foreign donors are pushing for a
capital infusion into PNB by Septenber as a condition to
rel easing commtted funding.

FI RST CASE VERSUS URBAN BANK EXECS

The Phili ppi ne Deposit Insurance Corporation (PDC) and

t he Bangko Sentral recently | odged with the Departnent of
Justice the first case against the president and ot her
top officials of closed U ban Bank. The bank regul ators
accused the executives of estafa and falsification of
docunents in relation to a PS5 mllion manager’s check.
The check, which was endorsed and

cashed by Urban Bank and president Teodoro Borl ongon, was
supposed to have been payable to certain depositors who
had allegedly pre-termnated their tine deposit shortly
before the bank’s closure last April. The depositors
have denied ordering a pre-termnation of their deposits
and receiving the supposed proceeds.

Bank regul atory authorities are building up additional
cases for other possible violations -- including higher-
t han-al | oned exposures to directors, officers and rel ated
parties; violations to BSP-inposed single borrowers’
limts; and ot her unsafe and unsound banki ng practices.
The Enbassy has heard fromone of the senior regulators



involved in the matter that the key to these
investigations is the broad interagency cooperation

bet ween the Departnent of Justice, the Departnent of

Fi nance, the Bangko Sentral ng Pilipinas, and the
Securities and Exchange Com ssion, all of whom have sone
jurisdiction. Judging fromhistorical performance,
observers have noted that the nore inportant test is not
how qui ckly the cases are filed, but whether the cases
wi |l prosper through the Philippines’ convoluted and
often capricious |egal system

TRADE SLOVED | N APRI'L, BUT SURPLUS REMAI NS

The Philippines’ nerchandi se trade surplus for Jan-Apri
2000 stood at $871 million, up 204%froma year ago |evel
of $286 mllion, the National Statistics Ofice reported.
This resulted not fromstrong export performance (10.6%
but from sluggish inport growmth (5% in the first four
nmont hs of the year. Month-on-nmonth, April exports
declined 10. 7% while April inports fell 7.8% both from
their March levels, largely due to weakeni ng performance
of the electronics sector. Accounting for 47% of
aggregate April exports, shipnents of electronics and
conponents went down 4.2%to $1.26 billion; inmports
(22.6% of total April bill) also fell 9%to $572 nmillion.
The April slowdown should not be a cause for worry,
according to the executive director of the Sem conduct or
and El ectronics Industry of the Philippines, Inc.
(SEIPI). The SEIPI official admts that the industry
could no | onger be expected to post spectacular growh as
in previous years, but it has not lost its growth
momentum  For this year, SEIPI projects the nmulti-
billion dollar electronics industry could neet is 20%
export growth target.

Anmong the country’'s top three trade partners (U S., Japan
and Si ngapore) the Philippines posted a strong trade
surplus with the U S. of $1.3 billion. As the

Phili ppines’ |argest market, for April the U S. accounted
for 25% ($311. 4M of electronics exports, 74% ($125.4M
of garments shipnents, 28% ($68.5M of conputer

peri pheral s sales, and 48% ($19. 8M of coconut oi

exports. The country also | ogged a $120 mllion surplus
wi th Singapore. In contrast, inports from Japan exceeded
exports by $202 million, attributed nostly to autonotive



parts and conponents. Private sector econom sts project
that two-way trade will continue to slow, although
sur pl uses woul d be mai ntai ned as exports continue to

out pace inports.

PHI LI PPI NE FOREI GN TRADE PERFORNMANCE
January - April 2000
(FOB value in MIlion USS$)

Exports | mports Bal ance
O Trade
Jan 1999 2,581 2,400 181
Feb 2,569 2, 257 312
Mar 2,702 2, 656 46
Apr 2, 346 2,599 (253)
May 2,747 2,533 214
Jun 2, 857 2,671 187
Jul 2,851 2,791 60
Aug 3,212 2,661 551
Sept 3,693 2,548 1,145
Cct 3,458 2,613 845
Nov 3,073 2,351 722
Dec 2,944 2, 653 291
Jan 2000 2,717 2,651 65
Feb 2,902 2,483 419
Mar 2,988 2,742 247
Apr 2,668 2,528 140
Jan- Apr 1999 10, 198 9,912 286
Jan- Apr 2000 11, 275 10, 404 871

Source: National Statistics Ofice

NEW PONER PLANT OPENS

On Thursday, June 29, President Estrada presided over the
formal opening of the Quezon Power Pl ant in Maubon,
Quezon Province. The 440 MNcoal fired plant, built at a
total cost of nearly $1 billion, is unique in Asia in
that it is the first power plant built with no sovereign
guarantees. Unlike nost independent power producers
(IPP"s) in the Philippines, Quezon Power (Philippines)
Limted sells its power directly to the private power



di stributor MERALCO rather than the state owned Nationa
Power Corporation. The plant is built with the | atest
envi ronment al technol ogy; during the opening cerenonies
plant officials stressed repeatedly that the plant was
operating even though no snoke could be seen com ng from
t he snokest ack.



